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KEY ECONOMIC INDICATORS 
ITEM AND DATE OF MOST RECENT DATA 1973 1974 1975 % Change 
(in million of U.S. $ unless otherwise stated, converted from DKR figures at the exchange 
rate of DKR 1.00 - $0.16) 


GNP at current prices 26,779 29,979 33,425E +11. 
GNP at constant prices (1973) 26,779 27,194  27,330E + 0. 
GNP per capita (constant prices-1973) $ 5,328 5,387 5 ,406E + 0. 
Investment, % of current GNP 22.8% 21.7% 18.1% 
Money Supply (M I) (3/75) 6,568 6,949 6,575 9. 
Bank Lending (4/75) 9,937 10,656 10,654 3. 
Government Bond Debt (5/75) 1,439 1,568 1,544 1 
of which external 1,012 1,165 1,154 0 
Fiscal Surplus or Deficit (FY end 3/31) 344 648 433 
Banks' Lending Rate (ex.commission) (5/75) 11.5% 12.5% 10.5% 
Official Discount Rate(4/75) 9.0% 10.0% 8.0% 
Effective Yieldson Mortgage Bonds 13.9% 15.1% 13.0% 
Current Balance of Payments (3/75) 472 972 102 
Foreign Exchange Reserves, incl. SDR's 1,316 1,192 90h 
Farm Production, current prices/ex. farm 2,483 2,674 2, 700E 
of which animal production 2,209 2,203 2,350E 
Grain Production, 1,000 MT 6,633 7,329 7, 000E 
Sales of Industrial Products, curr. prices (4/75)12,367 14,675 4,696 
Electric Power Consumption (4/75) 17,408 17,173 6,255 
Construction Starts, 1,000 sq.m. (3/75) 12,972 8,266 1,690 
of which residential 7,991 3,946 862 
business 3,790 3,252 487 
institutional 1,191 1,068 341 
Home Units in Process (4/75) 61,248 38,555 35,080 
Employment, Mfg., 1,000 (3/75) 306 271 
construction (2/75) 160 138 
non-owner farm 27 n/a 
Insured Unemployment, 1,000 (4/74) 4S 112 
in % of insured , 5.3% 12.5% 
Indices (Base year in parenthesis) 
Hours worked in manufacturing (1972) (3/75) 95 8h 
Hourly Industrial Wages (1972) (3/75) 146 164 
Consumer Retail Sales (1968) (4/75) 182 186 
Consumer Prices, incl. Tax (1964) (4/75) 207 222 
Cost of Living, ex. tax(1/1975) (5/75) 9k 102 
Wholesale Prices (1968) (4/75) 140 171 178 
Imported Raw Materials (1968) (4/75) 170 265 254 
Building Costs(1/1968)(4/75), apts. 14h 173 192 
one-family wnits 150 181 203 
Foreign trade (4/75) 
Total Exports f.o.b. 6,008 7,508 2,563 
Exports to the U.S. 422 429 121 
Total Imports c.i.f. 7,515 9,677 3,010 
Imports from the U.S. 504 583 171 
from West Germany 1,513 1,782 602 
from Sweden 1,182 1,323 413 -15. 
from U.K. 831 1,052 302 -19. 
Main exports to the U.S.: meat, dairy products and fish, industrial equipment, chemicals, 
raw furs, furniture, textiles. 
Main imports from the U.S.: industrial equipment, soybeans, grain and feedstuffs, 
instruments, aircraft, iron, plywood. 





SUMMARY 


The recession in the Danish economy, which began in 1974 under 
the influence of both international and domestic factors, deep- 
ened in the first half of 1975, Production is down and unemploy- 
ment is up to a level (about 5%) not experienced since the 1950s. 


Despite income tax relief, an ample money supply, and lowered 
interest rates, consumers are hestitant to spend. Investment 

is declining sharply under the impact of uncertain domestic and 
international prospects. In the depressed housing sector, where 
activity dropped by one third last year, another drop of a third 
is probable in 1975. Business investment is down 15 - 17%. 
Moderate expansion in the public sector will not prevent aggre- 
gate demand from dropping again in 1975. 


On the brighter side, the rate of inflation is sharply down and 
the large deficit on the balance of payments is all but elimin- 
ated. While Danish exports are still up, albeit at a slowing 
pace, imports dropped in both 1974 and early 1975. They may 
begin to expand again in 1976, assuming recovery of domestic 
and foreign demand, 


Reduced tax revenues, from both income and sales taxes, and 
heavy outlays in unemployment benefits, have turned the fiscal 
budget into the red at a level of 5% of GNP, a departure from 

a decade of budgetary surplus policies. Expenditure cuts are 
being attempted and, should consumer spending begin to rise too 
much or too early, compared with international trends, new 
consumer taxes may be considered, 


The decline in Danish imports is reflected also in U.S. exports 
to Denmark, The American export loss is, however, concentrated 
largely in farm products where traditional markets have suf- 
fered badly from reduced demand and increased competition, 

On the other hand, American exporters of industrial goods have 
not only held their position in otherwise depressed markets but 
have been able to register gains for such important items as 
industrial machinery, electrical equipment and instruments. 
There would seem to be a very favorable outlook for further 
advances once the Danish investment climate improves. Moderate 
expansion of both consumer demand and investment is forecast 
for 1976, but the timing and strength of recovery will depend 
greatly upon international trends affecting Danish exports. 
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CURRENT ECONOMIC SITUATION AND TRENDS 
Recession Will Persist Throughout 1975 


The recession which hit the Danish economy in 1974 is likely 
to persist through 1975, with prospects of moderate recovery 
during 1976. The Danish recession has followed international 
trends in the wake of oil and raw materials price increases, 
It was aggravated by domestic factors such as the collapse 

of an overheated housing sector and governmental anti- 
inflationary policies which reduced consumer demand, Economic 
growth was reduced already in 1974; only a strong boost of 
consumer demand in the second half of 1975 may prevent a 
negative growth rate this year. 


Consumers Are Reluctant to Spend Tax Relief Money 


An income tax relief program initiated by the previous Liberal 
government was effective on January 1, 1975 and could permit 

a 5% increase in private consumption this year, after the 3.5% 
decline last year. Thus far, however, consumers have shown 
little inclination to spend their tax savings, and retail sales 
have remained flat. The lifting of a temporary automobile tax 
in early 1975 released some accumulated demand but total car 
sales are still well below last year's level. It would seem 
doubtful that consumer spending will get the 8 - 10% boost in 
the second half of the year which some official forecasters 
expect and even fear. Although the economy could do with a 
stimulus, expansion of domestic demand alone —- without a 
parallel rise in exports - could easily jeopardize hard-gained 
improvements in the rate of inflation and in the balance of 
payments. 


High Unemployment Rate Aggravates Fiscal Deficit 


Unemployment, which rose steadily since mid-1974, now seems to 
have hit a plateau at an annual rate of 5% for 1975. Public 
funds appropriated for repair works in both private and public 
sectors have had only token effect and employment is unlikely 
to improve much this year. The moderate recovery forecast for 
1976 probably will be insufficient to absorb more than the 
extra labor provided by productivity improvements and labor 
force inflows. The effects upon consumer demand of the high 
unemployment rate is mitigated by the rather liberal unemploy- 


ment benefits but these, on the other hand, put a heavy burden 
on government finances. 
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The central government budget, which went into the red already 
in 1974, will show a record deficit this year. For the first 
time since 1960, the government has turned to selling bonds in 
the open market to cover part of the deficit and absorb some 
of the excess liquidity. 


Investment Takes Sharp Dive 


Public investment rose slightly in 1974 and may rise a little 
also this year. The effects will be insignificant in view of 
the sharp drop in private investment, Housing is still in the 
greatest difficulty. After several years of housing boom ac- 
companied by sky-rocketing costs, the market collapsed in 

1974 and production in the housing sector declined 26%. As new 
starts fell by half, the level of production is down further in 
1975, probably by as much as 35%. Recent indications that the 
construction industry may have bottomed are too weak to promise 
any fast recovery toward the government's target rate of 40,000 
home units per annum (as compared to 56,000 in 1973). 


Business construction is also down significantly and overall 
business investment, including equipment, which fell 4% in 1974, 
may decline another 15 - 17% this year. Dim export prospects 
have made business very cautious and the present tendency is to 
get more out of the existing capacity before engaging in new 


investment. Also, manufacturers are eager to dispose of in- 
ventories which are likely, therefore, to show a negative in- 
vestment rate in 1975. 


Stable investment is registered only in agriculture where it 
may be strengthened by a promised government bill to support 
farm building modernization, 


Inflation Slowed, Payments Deficit Reduced 


The recession has, at least temporarily, mitigated both inflation 
and balance of payments problems, The domestic price rise, 

which peaked in 1974 at 18%, may be reduced to 11% this year 

and to half that rate in 1976. Industrial wages over the past 
12-month period still show a rise of about 20%, but the govern- 
ment's legislated two-year extension of labor contracts last 
spring and the concomitant limitation on wage indexation are 
expected to reduce the wage rise significantly from now on. 


Price moderation is helped also by international price trends 
affecting Denmark's large import bill. The oil and raw materials 





alin 


price increases affected Denmark's terms of trade badly in 1974 
but price gains on exports are likely to exceed import price 
rises in both 1975 and 1976. This has already helped reduce 
the balance of payments deficit which reached one billion 
dollars in 1974. With moderate export gains, declining im- 
ports, and improved terms of trade, the current balance of 
payments will probably approach equilibrium in 1975, an ac- 
complishment which nobody dared hope for a year ago. The 
improvement may prove temporary, however, If the economy 
begins to pick up during the winter and business begins re- 
stocking, the payments situation may well revert to pattern, 
but the deficit probably will get no worse than it was before 
the oil crisis. 


Economic Policy Unsettled 


The aforementioned income tax relief program was not originally 
designed to act as a stimulus to the economy because intended 
budget cuts should have offset the loss of revenue. As events 
developed, parliament enacted only part of the savings; more- 
over, the decline in consumer spending also caused an unbud- 
geted reduction in sales tax revenues. With rising outlays 

for unemployment benefits and other social expenditures, the 
budget deficit in 1975 will probably reacha level of about 5% 
of GNP with moderate prospects for reduction next year. 


While the increase in money supply hitherto stayed below the 
rate of inflation, the rate of increase may double later this 
year, with an inherent danger of feeding a spending wave. 
Since, so far, neither consumers nor investors have shown much 
inclination to spend, the extra money supply has accumulated 
into a very ample liquidity in the banking system. In line 
with international developments, the national bank has reduced 
the discount rate several times this year (from 10% to 8%) so 
that money now is both ample and, if not cheap, at least 
cheaper than before, 


Whether due to ample domestic liquidity or the reduction of 
imports, foreign credit drawings are down slightly and there 
has been some, though limited, reduction in foreign exchange 
holdings. The national bank naturally is anxious that a 
further easing of the domestic money market shall not lead to 
increased capital outflows which might threaten the position 
of the Danish kroner internationally. Thus far, however, the 
Danish kroner has held a very comfortable position in the 
European common float and an exchange rate adjustment is dis- 
cussed only at the theoretical level and then firmly opposed 
by both business and politicians. 
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However much the present, labor-oriented, government would 

like to see unemployment reduced, there are no indications that 
further economic stimuli will be provided. On the contrary, 
the government is prepared to cut consumer spending, by taxes 
or otherwise, should it start to rise too rapidly and too 
early; i.e., before it can be financed by a corresponding rise 
in export earnings. Further attempts are also being made to 
cut public expenditures and reduce the budget deficit next 

year but, viewed against past experiences, the task will not 

be easy. 


IMPLICATIONS FOR THE UNITED STATES 
Import Recovery Not Until 1976 


The domestic recession and importers' reaction to international 
price increases noted in 1974 led to a reduction in import 
quantities of 5%. Expectedly, a further decline of at least 
6% will be registered in 1975. The picture should brighten 
somewhat next year. Assuming some recovery of consumer demand 
and a little more optimism among investors, demand should rise 
after two years of decline. Also, international price trends 
which so far have encouraged inventory reductions, may bottom 
later this year, and another inventory build-up may start. 
Some official Danish forecasters expect imports to rise 8% in 
1976, quantitively, but a not unlikely delay in the domestic 
economic upturn could easily reduce this estimate, 


Solid Hold for U.S. Industrials in Weak Market 


According to available Danish trade statistics, U.S. sales to 
Denmark in the first part of 1975 declined at about the same 
rate as the overall reduction of Danish imports. Taking into 
account the reduced dollar value, U.S. exports overall held 
their level from 1974 but with dramatic differences between 

the agricultural and industrial sectors. While American farm 
exports to Denmark were about halved, industrial and electrical 
equipment and, particularly, instruments showed handsome gains 
in otherwise weak markets. Incidentally, the Danes had a 
somewhat similar experience in the American market. While they 
suffered a 12% overall export loss in the U.S. thus far in 1975, 
this reflected a 40% loss in exports of ham, cheese, fish and 
furs, but a 30% gain in other sectors. 


Traditional U.S. Farm Exports Still Suffer 


The drastic reduction in the long-established Danish market for 
U.S. farm products reflected both a slowdown in the livestock 
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and poultry sectors and increased competition from other sup- 
pliers. This applied particularly to soybeans, where Brazilian 
competition reduced the U.S. market dominance by about one third. 
Prospects for market improvement are not bright. The slack in 
the livestock sector is expected to continue and, with another 
good Danish grain harvest expected in 1975, import demands will 
remain low for agricultural products, including corn, 


Imports of raw tobacco were already depressed in 1974 and are 
not expected to recover because of reduced industry demand and 
increased competition from African countries which benefit 
from EC customs duty preferences. 


Reduced consumer spending has hurt U.S. exporters of many con- 
sumer food items, but American fruit and vegetable sales are 
going relatively well despite increased competition from EC 
producers, 


Promising Outlook for Investment Goods 


Excluding the major farm export items, U.S. exports to Denmark, 
in dollar terms, rose about 10% thus far in 1975. Disregarding 
also such erratic items as aircraft (which dropped) and military 
equipment (which rose), the remaining U.S. exports showed a 23% 
gain in 1975. Registered gains for non-electrical machinery 
(12%), electrical equipment (17%) and instruments (66%) in an 
otherwise declining investment goods market indicate a pro- 
mising outlook for further export gains once the Danish in- 
vestment climate improves. 


Various Gains and Losses 


Among the small export items, gains are registered for steel, 
losses for wood. The market for building plywood is dormant, 
pending recovery of the building industry but undoubtedly has 
long-term potential. Conversely, the decrease in imports of 

U.S. fertilizers probably cannot be remedied. High prices have 
curtailed demands and, in the longer run, expansion of EC pro- 
duction facilities will provide a high degree of self-sufficiency. 


Significant U.S. Export Possibilities 


It appears that there is greater than average potential for 
increasing sales of the following items: 


03 Selected Fish Products 05 Fruits, Vegetables and Nuts 
71 Industrial Machinery 72 Electrical Equipment 
73 Aircraft and Parts 86 Instruments 
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